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SUBJECT: B&CT Deduction/ | nterest Expense/lnsurance Conpanies

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

This bill would all ow corporations commercially domiciled in California to deduct
i nterest expense attributable to dividends received froman insurance conpany
subsi di ary, which are excluded fromincone. This bill would further specify that

Section 24425 (which denies a deduction for expenses relating to the production
of inconme that is not included in the nmeasure of California tax) would not apply
to expenses related to deductible dividends received frominsurance conpani es.
This bill would provide that these changes are declaratory of existing | aw

SUWVARY OF ANMENDMENT

The February 26, 1998, amendnents del eted the provisions declaring the
Legislature’s intent to examne the feasibility of allow ng a deduction for

i nterest expenses attributable to deductible dividends received frominsurance
conpani es and replaced themw th | anguage (the same as the June 30, 1997,
anmendnents) to allow such a deducti on.

Except for the Effective Date, Tax Revenue Estimate and Board Position, the

departnent’s analysis of the bill as anmended June 30, 1997, still applies. The
Ef fective Date, Tax Revenue Estinmate and Board Position in the departnent’s
anal ysis of the bill as anended June 30, 1997, are replaced with the foll ow ng.

DEPARTMENTS THAT MAY BE AFFECTED:

STATE MANDATE GOVERNOR SAPPOINTMENT
Board Position: Agency Secretary Position: GOVERNOR’'SOFFICE USE
S 0 s 0

SA OUA SA OUA Position Approved

N NP N NP Position Disapproved

NA NAR NA NAR Position Noted

X PENDING DEFERTO

Department/Legid ative Director Date | Agency Secretary Date By: Date:
G. Alan Hunter 3/23/98
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EFFECTI VE DATE

As a tax levy this bill would becone effective i mediately upon enactnent and
apply to income years beginning on or after January 1, 1998. However, the bil
specifies that it is declaratory of existing |law and thus would apply to al

i ncome years with open statutes.

TAX REVENUE ESTI MATE

Since the bill’s | anguage, which nmakes it declaratory of existing | aw, would have
the effect of resolving interest expense issues currently in dispute in the
t axpayer’s favor it would have no revenue i npact.

BOARD POSI TI ON

Pendi ng.

The Franchi se Tax Board voted at its July 21, 1997, neeting to support the June
30, 1997, version of this bill.



